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ABSTRACT . 

Data taken primarily from the Australian Youth Survey were 
used to model unemployment as a function of personal characteristics, family 
structure, and neighborhood composition using binomial probit estimation 
techniques. The cross-sectional model developed indicated that significant 
neighborhood effects on unemployment outcomes exist in high- and low-income 
areas. Although the positive effects of living in a high-income neighborhood 
diminished by age 21, the negative impacts associated with low-income 
neighborhoods persisted. Low neighborhood concentrations of vocational 
qualifications affected young people’s unemployment outcomes. This finding 
was hypothesized to be an indicator of the weaker employment and information 
networks that typically exist in low-income neighborhoods. The panel data 
model indicated that unobserved heterogeneity (unobservable individual 
characteristics) influences the probability of being unemployed and is 
therefore another important factor in the modeling of neighborhood effects. 
The panel model confirmed the presence of neighborhood effects in the lowest 
20% of neighborhoods but did not corroborate the existence of effects related 
to the concentration of vocational qualifications. A description of the 
variable set is appended. (Contains 8 tables arid 35 references.) (MN) 
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EXECUTIVE SUMMARY 



Neighbourhood effects refer to the situation whereby residential location impacts on the 
social outcomes of individuals, above and beyond what would be expected from their 
personal and family characteristics. That is, it is the “residual effect” on social and 
economic outcomes once the impacts of personal ability and family background have 
been controlled for. 

A number of theories of neighbourhood effects exist. These can be broadly classified as: 
theories of collective socialisation theories; contagion-based or “epidemic” theories; and 
information network theories. 

Existing Australian research has focused mainly on the impact of neighbourhoods on 
youth education decisions. In contrast, this study models the probability of 
unemployment as a function of personal characteristics, family structure and 
neighbourhood composition. Cross-sectional and panel data approaches are used to 
model this relationship. 

• In the study here, the relationship between youth unemployment and 
neighbourhood composition was first examined in two cross-sections: an 18 year- 
old and a 21 year- old group. Binomial probit estimation techniques were used to 
establish the influences of personal characteristics, family background and 
neighbourhood composition on the probability of an individual being unemployed. 

Findings 

• The cross-sectional model indicates that significant neighbourhood effects on 
unemployment outcomes exist in high and low-income areas. While the positive 
effects of living in a high-income neighbourhood diminish by the age of 21, the 
negative effects associated with low-income neighbourhoods persist. 

• The neighbourhood concentration of vocational qualifications is also a significant 
factor in the cross-sectional model. Specifically, it is found that low concentrations 
of such qualifications affect the unemployment outcomes of young people. This 
could be an indicator of the weaker employment and information networks that 
typically exist in low-income neighbourhoods. 

• The panel data model indicates that unobserved heterogeneity is an important factor 
in the modelling of neighbourhood effects. In this case, unobserved heterogeneity 
refers to unobservable individual characteristics (for instance motivation) that 
influence the probability of being unemployed. 

• This panel model confirms the presence of neighbourhood effects in the lowest 
20% of neighbourhoods by income but does not corroborate the existence of effects 
related to the concentration of vocational qualifications. 
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INTRODUCTION 

On average, young people from affluent areas have higher levels of education, are less 
likely to be unemployed, and perform better in the labour market than their counterparts 
from poor areas (Jencks & Mayer 1990: 111). This would seem to imply that the quality 
and composition of a youth’s residential ‘neighbourhood’ has a direct impact on their 
social and economic outcomes. However, this apparent causal link may be spurious. For 
example, children from affluent families may outperform those from poor families 
irrespective of the neighbourhood they grew up in. If this is true, it could be that the 
spatial dimension of disadvantage reflects families with similar characteristics sorting 
together geographically. This may mean that socio-economic disadvantage is not 
generated from within neighbourhoods. Instead, urban disparity merely reflects broader 
inequalities in the economy (Borland 1995). 

For practical purposes this is an important distinction. If ‘neighbourhoods matter’, it is 
socially undesirable to allow undue concentrations of disadvantage to persist at a local 
level. If, however, apparent neighbourhood effects merely reflect wider trends of 
inequity, neighbourhoods in themselves do not present a specific issue for public policy. 
Practically, the presence of neighbourhood effects suggests a need to add an extra 
dimension to the agenda of welfare reform. That is, insofar as welfare reform has focused 
mainly on the relationship between individuals and the welfare system, the presence of 
neighbourhood effects suggests that other policy mechanisms are necessary to combat 
community-level externalities and spillovers. 

This report investigates the role of neighbourhoods on youth labour market outcomes and 
distinguishes its effects from the influence of the “traditional” determinants of social 
disadvantage, such as family and personal characteristics. The report proceeds as follows. 
Section 2 provides a review of existing research, definitional issues and theories of 
neighbourhood effects. Section 3 provides an overview of data that describes the links 
between neighbourhood inequality, educational outcomes and youth labour market 
performance in Australia. Section 4 introduces a cross-sectional approach to modelling 
unemployment in the presence of neighbourhood inequality. Section 5 outlines a panel 
data model of neighbourhood that analyses the links between neighbourhoods and 
individuals latent probability of being unemployed. Finally, Section 6 consolidates the 
findings from the study, and discusses the policy implications of our research. 
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